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DRAFT LEGISLATION CO YCERNING LEASING RELEASED 


The Honourable Michael Wilson, Minister of Finance, released today draft 
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legislation and regulations to implement the budget proposals concerning 
leasing. The leasing proposals are described in the Budget Papers included 
as part of the budget documents. The proposed changes to the Income Tax 
Regulations affect the amounts of capital cost allowance available to lessors 
and the proposed changes to the Income Tax Act affect the tax consequences 
relevant to lessees. Explanatory notes to the draft legislation were also 
released today to assist taxpayers and their advisors in understanding the 


proposed amendments. 


In many cases, leasing constitutes a financing alternative to conventional 
purchasing and borrowing. For taxpayers who are not currently taxable, 
leasing may provide a form of after-tax financing. The budget is proposing 
changes to leasing rules to eliminate these after-tax financing advantages, 
while at the same time not interfering with the availability of leasing for 
operational and other non-tax reasons. This will be accomplished by 
restricting the capital cost allowance deductible by a lessor with respect to 


leased property. 


The Minister indicated that the draft legislation is being released in order 
to provide taxpayers and their advisors an opportunity to comment on the 


legislation prior to its introduction in the House of Commons. 


For further information contact: 


Sandra Slaats Vinita Watson 

Tax Policy Officer Chief, Market Analysis 
Tax Policy and Legislation Tax Policy and Legislation 
(613) 996-0599 (613) 995-9920 
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DRAFT LEGISLATION CONCERNING SECURITIES LENDING AND DIVIDEND 
RENTAL ARRANGEMENTS RELEASED 


The Honourable Michael Wilson, Minister of Finance, today released draft 
legislation to implement the budget proposals relating to securities lending 
and dividend rental arrangements. The proposals are described in the 
Budget Papers included as part of the budget documents. Explanatory 
notes to the draft legislation were also released today to assist taxpayers 
and their advisors in understanding the proposed amendments to the Income 
Tax cAct, 


The practice of lending securities is an important component of Canada's 
securities industry and contributes to the proper functioning of the market. 
The Minister indicated his concern that the impact of the Income Tax Act on 
securities lending arrangements is unclear and could result in unintended 
consequences for such transactions. The proposed legislation is designed 
to facilitate the lending of securities and will provide greater certainty as 
to the tax treatment of persons engaged in this activity. In particular, it 
will ensure that a securities lending arrangement will not be regarded as a 


disposition for the purposes of the Income Tax Act. 
At the same time, the Minister noted that certain persons engage in 


securities lending for tax motivated reasons. These transactions, which are 


generally referred to as dividend rentals, typically involve the temporary 
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transfer of the shares of a taxable Canadian corporation from a tax-exempt 
entity, or a corporation with accumulated losses, to a taxable corporation. 
Under such an arrangement, any dividends received by the taxable corporation 
would benefit from the inter-corporate dividend deduction and hence be 
tax-free, in its hands. This is an abusive transaction since the taxable 
corporation does not bear any of the risks that would normally accompany 

the ownership of the shares, and therefore, the income should not be 

treated as a dividend, and hence, the corporation should not be entitled to 
the inter-corporate dividend deduction. The proposed legislation ensures 


that the tax benefits arising from dividend rentals are eliminated. 


The Minister indicated that the draft legislation is being released in order 
to provide taxpayers and their advisors with an opportunity to comment on 


the legislation prior to its introduction in the House of Commons. 


For further information contact: 
Douglas McFadyen 
Tax Policy and Legislation Branch 
(613) 996-5155 
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TAX LEGISLATION RELATING TO SAVING FOR RETIREMENT DELAYED 


The Honourable Michael Wilson, Minister of Finance, today announced a 
one-year delay in implementing certain income tax changes relating to 
deductible contributions to registered pension plans, deferred profit sharing 


plans and registered retirement savings plans. 


Measures to reform the system of tax assistance for retirement saving were 
set out in draft legislation released on March 28, 1988. Following extensive 
consultations, some technical changes were announced in a press release on 
August 19, 1988. Further consultations have now been concluded and the 
implementing bill and regulations are being finalized. Mr. Wilson expressed 
his concern that the legislation could not be introduced and enacted soon 
enough to give employers sufficient time to make the payroll system changes 
necessary to report pension adjustments for 1989. Accordingly, he 
announced today that the introduction of the new system of limits would be 
deferred to 1991. 


The Minister indicated that he expected to release the proposed legislation 
and regulations, together with explanatory material, this summer for 


consideration by Parliament in the fall. 
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The Minister emphasized that two important objectives underly the changes 
to these tax provisions. The first is to provide fairer and more flexible 
limits on tax assistance for retirement saving. The introduction of a 
clearer, fairer and more logical system of limits will contribute to ensuring 
full compliance with the limits and preventing their erosion over time. The 
contribution limits for RRSP and other money purchase plans will be 
brought into line with the existing limits for defined benefit pension plans 
by 1995. At the same time, the limits for defined benefit plans will be 
frozen until 1995, so that the maximum earnings subject to full tax 
assistance will fall from the current level of nearly 3 1/2 times the average 


wage to about 2 1/2 times the average wage by 1994. 


Second, in order to regain control over the costs of this tax assistance, the 
new system includes important measures that restrict the existing and 


potential costs of the tax assistance provided. These include: 


bringing plans that now provide excess benefits into conformity with 


the limits provided in the registration rules; 


preventing the doubling up on tax assistance through past service 
credits and past service additional voluntary contributions to pension 


plans; 


preventing the creation of room for a large volume of additional RRSP 
contributions through a continuation of the trend towards the elimination 
of required employee pension contributions by executives and other 


high-income individuals; and 


eliminating tax assistance for income deferral arrangements outside of 


registered plans. 
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Details of One Year Deferral 


The one-year deferral means that the existing limits on deductible 
contributions now provided in the Income Tax Act will continue to apply for 
1990. The reporting of pension adjustments will first be required in 
February, 1991 based on pension accruals for 1990. The new RRSP limit -- 
18 per cent of a taxpayer's 1990 earned income less the taxpayer's pension 
adjustment for 1990 -- will apply in 1991. As a consequence, the 
carry-forward of unused RRSP room to a subsequent year will first apply in 
respect of the unused portion of a taxpayer's 1991 RRSP limit. The dollar 
limits on contributions to pension plans, DPSPs, and RRSPs for 1991 and 
future years will be the same as those set out in the draft legislation of 
March 28, 1988 and the press release of August 19, 1988. As previously 
proposed, indexation of the dollar limits will commence in 1995 for 


employer-sponsored plans and in 1996 for RRSPs. In addition: 
The DPSP registration rules will take effect in 1990 as previously 
proposed except that the new employer contribution limits will first 


apply in 1991. 


The RPP registration rules will take effect in 1989 as proposed except 
that: 


= the PA limits will first apply in 1991; 


= the requirements for PSPA reporting and certification will first 


apply in 1991 based on benefits provided for 1990; and 
re restrictions will apply to “existing plans” (submitted for 
registration before March 28, 1988) only after 1991 in respect of 


service after 1991. 
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No changes will be made to the inter-plan transfer provisions as 
detailed in the March 28, 1988 draft legislation and the August 19, 
1988 press release. Thus: 


= effective January 1, 1989 lump-sum amounts may only be transferred 
between plans on a direct, plan-to-plan basis; 


= periodic payments of retirement income are not included in earned 
income for RRSP purposes after 1989 and, with one exception, 
may not be transferred between plans after 1989; the exception is 
the transitional provision for a transfer of up to $6,000 from an 
RPP or DPSP to a spousal RRSP which applies for the years 1989 
to 1994; 


= the restrictions (relating to prescribed amounts and actuarial 
surpluses) on transfers from defined benefit provisions of RPPs 


to money purchase provisions or RRSPs are as previously described. 


The limitation of a retiring allowance transfer to $2,000 per year of 


service will apply with respect to service after 1988 as proposed. 


The deduction for past service additional voluntary contributions 
(AVCs) to pension plans will not be available for contributions made 
after October 8, 1986 as proposed; however, the deadline for a 
tax-free withdrawal of undeducted AVCs will be extended to the end of 
1990. 


The inclusion of net research grants in, and the exclusion of alimony 
and maintenance payments made by the taxpayer from, earned income 
for RRSP purposes will be effective for 1988 and subsequent taxation 


years as proposed. 
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The inclusion of a common-law spouse in the definition of spouse for 
certain provisions relating to benefits after death or marriage 


breakdown continues to be effective from January 1, 1988. 


For more information on these measures, taxpayers may contact the following 
sources: 


For determination of pension adjustments by plan sponsors: 

Revenue Canada, Registration Division 

(613) 954-0419 (English) 

(613) 954 0930 (French) 
For pension adjustment reporting requirements: 

Source deduction officials in Revenue Canada district taxation offices 
For information on legislation provisions: 

Department of Finance 

(613) 3995-1175 


(613) 996-0598 
(613) 992-3114 
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